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1991 Tax Rates
If taxable income is...

SMART

If you ever played chess, you know that every move

The tax you owe is...

TAX

Single
$0-$20,350

15% of taxable income

$20,351-$49,300

$3,052.50 + 28% of

$49,301 or more

$11,158.50 + 31% of
amount over $49,300*

amount over $20,350

Joint/Surviving Spouses
$0-$34,000

15% of taxable income

$34,001-$82,150

$5,100 + 28% of
amount over $34,000

$82,151 or more

$18,582 + 31% of

amount over $82,150*

MOVES

FOR
1991

Married, Filing Separately
$0-$17,000

15% of taxable income

$17,001-$41,075

$2,550 + 28% of
amount over $17,000

$41,076 or more

$9,291 + 31% of
amount over $41,075*

15% of taxable income

$27,301-$70,450

$4,095 + 28% of
amount over $27,300

$70,451 or more

$16,177 + 31% of
amount over $70,450*
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■ Higher Medicare Tax
In 1991, the Medicare payroll tax (1.45 percent on
wages and 2.9 percent on self-employment income)
applies on earnings up to $125,000, instead of
$53,400.
■ New Limit on Itemized Deductions
Congress has limited itemized deductions—including
mortgage interest, charitable contributions, local
taxes, and miscellaneous expenses—for taxpayers
with adjusted gross incomes above $100,000 ($50,000
for married couples filing separately). These
individuals will have to reduce their total itemized
deductions by 3 percent of the amount by which their
adjusted gross incomes exceed $100,000.
The maximum loss of deductions is 80 percent, not
counting such deductions as medical expenses,
investment interest, or casualty losses.
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What’s New in 1991?

■ Phase-Out of Exemptions
Individuals with high incomes have a new tax bur
den. Personal exemptions will be cut by 2 percent for
every $2,500 in adjusted gross income over these
limits: $100,000 if single; $150,000 if married, filing
jointly; $125,000 if head of household; and $75,000 if
married, filing separately.

* Plus adjustments for phase-out of personal exemptions and
reduction of itemized deductions, which vary from taxpayer
to taxpayer.

AICPA

you make requires planning. And one wrong move
can cost you the game. The same is true of taxes. A
single mistake may cost you more than you can afford
to lose.
CPAs say that the best way to win at taxes is by
establishing a strategy that can carry you through the
year. This brochure is designed to help you do just
that. It highlights changes in 1991’s tax laws and sug
gests ways to make those laws work for you.

■ New Tax Bracket
Say goodbye to the 33-percent marginal tax bracket.
In its place is a 31-percent bracket for certain highincome taxpayers (see tax table on back cover).

Head of Household
$0-$27,300

Plan Your Next Move

A CPA’s Guide for Taxpayers

■ Cosmetic Surgery is Non-Deductible
The cost of unnecessary cosmetic surgery—such as
face lifts and hair transplants—is no longer deductible.
What’s more, if your employer’s health plan reimburses
you for cosmetic surgery expenses, the amount of the
reimbursement may be deemed taxable income.
■ A Small Break for Capital Gains
The silver lining in the new tax law is a maximum
rate on net long-term capital gains of 28 percent,
down from 33 percent.
■ The High Cost of Luxury
Buyers now have to pay an excise tax of 10 percent
on the amount by which retail prices exceed $30,000
for cars, $100,000 for boats, $250,000 for aircraft, and
$10,000 for jewelry, watches, and furs.
■ It Pays to Donate
For 1991 only, you may be able to donate art or other
appreciated tangible property and deduct the property’s
fair market value without triggering the alternative
minimum tax (AMT)—a special tax computation that
applies to high-income individuals with numerous tax
deductions. The catch is that the donated item must
be used by the recipient for its express charitable
purpose. This break is especially valuable now that the
AMT has been raised to 24 percent from 21 percent.
■ Social Security Numbers for Dependents
Parents must now provide the Internal Revenue Serv
ice with Social Security numbers for any dependent
who is at least one year old before the end of the year.
■ Exemptions and Standard Deductions
Personal exemptions are $2,150 each for you, your
spouse and your dependents. Standard deductions
have taken another jump: $5,700 for joint filers;
$3,400 for singles; and $5,000 for heads of households.

■ Business Mileage Rate Increases
On this year’s return, you will be able to deduct 27.5
cents per mile for all business travel in 1991.
■ Personal Interest Deduction Eliminated
As of this year, interest on consumer debt is no
longer deductible.

Tips For a Winning Game Plan
The best way to avoid checkmate—and to keep

your tax bill from soaring out of sight—is by plotting
your tax strategy for the year. The basic rule is: mini
mize taxable income and maximize deductions. Here
are some tips to help you get started.

■ Reduce Taxable Interest
You can lower your taxes by choosing tax-free or taxexempt investments. For example, consider selling
some of your taxable corporate and Treasury bonds
and using the proceeds to buy municipal bonds that
pay tax-free interest. Keep in mind that if you are in
the 28-percent tax bracket, a tax-free investment
earning 7 percent is the equivalent of a 9.72 percent
taxable yield.
■ Defer Income
Another way to reduce your adjusted gross income is
by deferring income. For example, if you expect a
year-end bonus, ask your employer to delay it until
after December 31,1991. Or defer interest income by
buying short-term government securities or certifi
cates of deposit that mature sometime in 1992.
■ Contribute to Retirement Plans
Tax-deferred retirement plans are automatically more
valuable than ever before. In 1991, you can contribute
up to $8,475 to your employer’s 401(k) plan—up from
$7,979 in 1990. The funds you contribute reduce the
amount on which you will be taxed.
If you are self-employed, consider a Keogh. You can
contribute and deduct up to 20 percent of your net
self-employment income or $30,000 (whichever is
less). The Keogh must be set up before January 1,
1992—but deposits generally don’t have to be made
until April 15,1992.
If you (and your spouse) don’t participate in an
employer’s retirement program, you can deduct up to
$2,000 in contributions to an Individual Retirement
Account if single and up to $4,000 if married. Par
ticipants in company plans may also qualify for the
deduction, depending on their adjusted gross incomes.
Even if you can’t deduct your contribution, bear in
mind that any interest earned on IRAs is tax-deferred.
Congress is considering proposals to change the
rules on IRA contributions. Check with your CPA for
the latest developments.

■ Time Your Capital Gains
The maximum rate on long-term capital gains is now
28 percent, down from 33 percent in 1990. If you are
in the 31-percent bracket, consider converting short
term capital gains to long-term gains.
■ Profit from Your Age
If you are at least age 55 and meet certain ownership
and use requirements, you can exclude from taxable
income up to $125,000 of the profit realized from sell
ing your principal home. The tax break is available
only once in a lifetime per person or couple.
■ Know How to Take Your Lumps
To avoid a hefty tax bill on a lump-sum distribution
from a pension or profit-sharing plan, consider rolling
the funds into an IRA so that you will have to pay tax
only on the amount you actually withdraw. If you
don’t roll over the proceeds, check to see if you are
eligible to use five- or ten-year averaging to lessen
your tax burden.

■ Your Children Can Trim Your Taxes
Here are two ways your children can help trim your
tax bill. Hire your children as employees in a busi
ness you own and you can deduct their salaries.
What’s more, your children’s income will be taxed at
their own rate. But your children must perform neces
sary duties and their salaries must be in line with
what other employees in similar positions earn.
Another way to save taxes is by transferring assets
to your children. Any interest and dividends earned
by a child age 14 or older are taxed at the child’s
rate. For children under age 14, the first $550 of
unearned income is tax-free and the next $550 is
taxed at their lower rate. However, any unearned
income in excess of $1,100 is taxed at the parent’s
highest marginal rate.
■ Offset Rental Income
If you expect your rental property to generate taxable
income, you may want to accelerate some of your
allowable operating expenses, such as repairs, adver
tising costs, and fire and liability insurance. Keep in
mind that taxpayers with adjusted gross incomes of
$100,000 or less can still deduct up to $25,000 in pas
sive losses associated with a rental property that they
actively participate in managing.

■ Collect Tax-Free Rental Income
Rent a principal or second home for 14 days or less,
and pocket the income tax-free. However, you cannot
deduct any related expenses.
■ Unlock the Tax Breaks in Your Home
Your home is the key to a number of deductions. Not
only can you generally deduct mortgage interest on
first and second homes, but you can also deduct real
estate taxes, points paid to secure a mortgage, and in
most states, interest on home equity loans of up to
$100,000. And, if you sell your home, you won’t have
to pay tax on the capital gains as long as you buy a
new home within two years from the time your resi
dence is sold and the new home’s price equals or
exceeds the adjusted selling price of the previous home.
■ Credit Doesn’t Pay
Starting this year, personal interest is no longer
deductible—which means it’s time to eliminate con
sumer debt. Consider, for example, liquidating some of
your investments and using the funds to pay your con
sumer debt. You can then borrow funds to finance other
investments. Remember, interest on investment loans is
fully deductible up to the amount of your net portfolio
investment income. You may also want to use a home
equity loan to pay off your personal debt.
■ Start a Deduction Diary
Documentation is one of the best ways to prove the
validity of your tax deductions—and to remind you of
them when tax time rolls around. Keep an ongoing log
of all tax-deductible expenses, including such items as
business meals and charitable contributions. You will
need to include the date, names of attendees or func
tion, and purpose.
■ Check Up on Medical Expenses
Unreimbursed medical expenses are deductible only to
the extent that they exceed 7.5 percent of your adjusted
gross income. You may be able to push your expenses
into the deductible range by paying off your orthodon
tist’s bills, purchasing new eyeglasses or contact
lenses, or scheduling that long-delayed dental appoint
ment. Other deductible expenses include transportation
to and from medical facilities, insurance premiums, and
allergy medicines.

■ Bunch Miscellaneous Expenses
Miscellaneous expenses must exceed 2 percent of your
adjusted gross income before you can deduct them.
Take the time to estimate your total miscellaneous
expenses. If your expenses are nowhere near the
2-percent floor, postpone any remaining expenses until
next year. But if you are near or over the limit, consider
drawing into this year as many itemized expenses as
possible.
Examples of miscellaneous expenses are: union
dues, subscriptions to trade magazines, job-related edu
cation, job-hunting costs, and tax-preparation fees.
■ The Rewards of Charity
By giving to your favorite charity before December 31,
1991, you can realize a tax savings on this year’s
return. And there’s a bonus if you donate appreciated
property: you can deduct the full value of the asset and
avoid paying tax on its appreciation at the same time.
In addition to gifts of property, you can deduct
expenses associated with volunteer work, including
transportation costs. However, you cannot deduct the
value of your time.

■ Check Your Taxes
Review your estimated payments and withholding to be
sure you’ve paid at least as much tax as you owed in
1990, or 90 percent of your 1991 tax liability. The pen
alty on underpayment can be substantial.
■ Consult a CPA
Under the new tax rules, minimizing your tax bill will
take more work than ever before. If you need assistance
in developing a year-round tax plan, consult your CPA.

*

Congress is currently considering revisions of a number of provisions, including those
related to Individual Retirement Accounts. Before acting on information provided in this

brochure, contact your CPA for an update on the latest tax developments.

